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LSA Medical Assistance Program (Medicaid)

LEGISLATIVE

SERVICES AGENCY

Fiscal Staff: Jess Benson

Analysis of Governor’s Budget

Serving the lowa Legislature

Fiscal Year 2021 Through FY 2023 Governor’s Recommendations

The Governor did not recommend any changes for Medicaid in FY 2021, and there is a surplus
carryforward of $228.4 million estimated by the Medicaid Forecasting Group after including the capitation
rate increase of $6.2 million recently agreed to by the Department of Human Services (DHS) and the
managed care organizations (MCOs). The Governor is recommending a General Fund increase of
$21.9 million for FY 2022. The recommendation includes several provider rate increases, including:
$10.0 million for nursing facility rebasing, $8.0 million for Home and Community-Based Services (HCBS)
program increases, and $3.9 million for Psychiatric Medical Institution for Children (PMIC) provider rate
increases. The Governor is recommending an additional $10.0 million for nursing facility rebasing in
FY 2023. A detailed list of the Governor’'s FY 2022 and FY 2023 recommendations is illustrated in
Figure 1 below.

Figure 1
Medicaid Funding
Governor’'s Recommended Changes FY 2022 and FY 2023

Revenue Changes FY 2021 FY 2022 FY 2023
General Fund Appropriation Change $ 0 $ 21,900,000 $ 10,000,000
Total Revenue Changes $ 0 $ 21,900,000 $ 10,000,000

Expenditure Changes

Nursing Facility Rebase $ 0 $ 10,000,000 $ 10,000,000
HCBS Provider Rate Increase 0 8,000,000 0
PMIC Provider Rate Increase 0 3,900,000 0
Total Expenditure Changes $ 0 $ 21,900,000 $ 10,000,000
Grand Total $ 0 $ 0 $ 0
Forecasting Group Estimated Surplus/-Shortfall* $ 228,409,507 $ 60,561,604 $ -40,748,837
Estimated Surplus/-Shortfall After Governor's Changes $ 228,409,507 $ 60,561,604 $ -40,748,837

* Forecasting Group estimates do not include increases in capitation rates for the managed care organizations for
FY 2022 or FY 2023.
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Medicaid Forecast FY 2021 and FY 2022

Figure 2 below shows actual and estimated revenues and expenditures for Actual FY 2020 through
Estimated FY 2022. The Medicaid Forecasting Group, consisting of staff members from the DHS, the
Department of Management (DOM), and the Fiscal Services Division of the Legislative Services Agency
(LSA), met on December 18, 2020, to discuss estimated Medical Assistance (Medicaid) expenditures for
FY 2021 and FY 2022. The Forecasting Group meets periodically to discuss revenues and expenditures
and agree on estimates for the current and upcoming fiscal years.

Figure 2
Medicaid Forecast Balance Sheet
Actual Estimated Estimated
FY 2020 FY 2021 FY 2022
Medicaid Funding
Carryforw ard from Previous Year $ 87,888,114 $ 185,769,260 $ 228,409,507
Palo Replacement Generation Tax 1,204,161 1,397,043 615,923
Health Care Trust Fund 211,757,745 200,436,069 203,140,000
Nursing Facility Quality Assurance Fund 53,353,966 56,305,139 56,305,139
Hospital Trust Fund 33,920,554 33,920,554 33,920,554
Medicaid Fraud Fund 211,278 150,000 150,000
Transfer Decategorization Reversion 907,404 0 0
Total Non-General Fund Sources 389,243,222 $ 477,978,065 $ 522,541,123
General Fund Appropriation 1,427,381,675 1,459,599,409 1,459,599,409
General Fund Supplemental 88,982,734 0 0
Total General Fund Sources 1,516,364,409 $1,459,599,409  $1,459,599,409
Total Medicaid Funding 1,905,607,631 $1,937,577,474  $1,982,140,532
Estimated State Medicaid Need 1,781,756,972  $1,997,869,425  $1,926,531,009
FMAP Changes -53,120,556 -32,412,311 -19,455,091
6.2% FMAP Adjustment — COVID-19 -134,650,000 -288,130,758 0
Health and Wellness Program FMAP Phase-In 16,900,000 0 0
Adjustment Due to Gov. Line tem Veto -195,000 0 0
MCO Capitation Increase 67,834,927 6,228,317 14,503,010
Health Insurer Fee Payment 0 25,613,294 0
FY 2020 Appropriations Act Changes 27,926,781 0 0
Nursing Facility Rebase 13,385,247 0 0
Total Estimated Medicaid Need $ 1,719,838,371 $1,709,167,967 $1,921,578,928
Balance (Underfunded If Negative) $ 185,769,260 $ 228,409,507 $ 60,561,604
MCO — Managed Care Organization CFS — Child and Family Services
FMAP — Federal Medical Assistance Percentage MH — Mental Health

Final FY 2020. The Medicaid Program ended FY 2020 with a surplus of $185.8 million, which is a
$65.2 million increase from the projected surplus at the end of the 2020 Legislative Session. The
increase in the surplus was a result of $14.0 million in increased revenue from the Health Care Trust
Fund, $9.0 million due to the DHS being allowed to claim additional COVID-19-related Federal Medical
Assistance Percentage (FMAP) on Medicare-related payments, $37.0 million in revenue and expenditure
changes that are shifting from FY 2020 to FY 2021, and $5.2 million in other revenue and expenditure
changes. The overall driver of the $185.8 million surplus is the 6.2% FMAP increase provided by the
federal COVID-19 economic stimulus package, which decreased State Medicaid expenditures by
$134.7 million in FY 2020.

Fiscal Year 2021 Estimate. For FY 2021, the Forecasting Group estimates Medicaid will have a surplus
of $228.4 million above what was appropriated in HF 2643 (FY 2021 Omnibus Appropriations Act). The
surplus is due to the 6.2% FMAP increase, which is currently scheduled to expire June 30, 2021. The
FMAP increase provided approximately $72.0 million per quarter beginning January 1, 2020. As a
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condition of receiving the enhanced FMAP, the State is not allowed to disenroll anyone from Medicaid
during the national emergency caused by COVID-19. The estimate also includes an increase of
$6.2 million for capitation payments for the two MCOs for the second half of FY 2021.

Fiscal Year 2022 Estimate. For FY 2022, the Forecasting Group estimates Medicaid will have a surplus
of $60.6 million, assuming the June 30, 2021, expiration of the enhanced FMAP. The estimate does not
include an increase in capitation payments to the MCOs for FY 2022, but annualizes the FY 2021
increase, increasing FY 2022 expenditures by $14.5 million.

MCO Capitation Payments. The COVID-19 pandemic has significantly changed the way that individuals
receive health care and limited care in some cases and, as a result, has made interpreting cost data a
challenge for setting MCO capitation rates. Discussion between the DHS and the MCOs is ongoing for
the FY 2022 rates, but any increases in rates will reduce surplus estimates.

Medicaid Income and Eligibility

Medicaid is funded jointly by State and federal funds to provide health care services to low-income
persons who are elderly, blind, disabled, pregnant, under age 21, or members of families with dependent
children.

The lowa Medicaid Program covers individuals at various levels of income as allowed under federal law.
To be eligible for Medicaid, an individual must meet income requirements and qualify as a member of an
eligible category.

Figure 3
Medicaid Eligibility Income Level by Category
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Figure 3 shows the maximum income level for children, pregnant women, adults with dependent children,
adults over age 65, recipients of Supplemental Security Income (SSI), the Medically Needy Program, and
the Medicare Buy-In Program. The income levels are based on the percentage of the federal poverty
level (FPL) calculated annually by the federal government and vary by the size of the household. The
FPL for a family of four was $26,200 for 2020. The 2021 amount will be released at the end of
January 2021.

Figure 4 shows a comparison of enrollment and expenditures by eligibility category. In FY 2020, an
average of 427,797 lowans were enrolled in Medicaid. Of the total, 57.5% were children, 16.2% were
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adults with dependent children, 18.5% were disabled, and 7.8% were elderly. Medicaid expenditures for
FY 2020 totaled $5.725 billion. Of the total expenditures, 19.0% was for children, 12.0% was for adults
with dependent children, 51.0% was for the disabled, and 18.0% was for the elderly. While children
account for 57.5% of the enrollment, they consume only 19.0% of Medicaid expenditures. Elderly and
disabled individuals account for 26.3% of enrollment and utilize 69.0% of expenditures.

Figure 4
FY 2020 Medicaid Enrollment vs. Expenditures

Medicaid Enrollment Medicaid Expenditures

Medicaid Enrollment. Figure 5 shows Medicaid and lowa Health and Wellness Plan (IHAWP)
enrollment changes by month. Enrollment tends to fluctuate on a monthly basis, and those fluctuations
can be as large as 3,000 individuals in Medicaid and 1,500 in IHAWP in a normal month. Since
March 2020, Medicaid and IHAWP have grown on average by 8,742 individuals per month.

Figure 5
Changes in Medicaid and IHAWP Enroliment — FY 2021
Regular Medicaid IHAWP
FY 2021 Children Adults Aged Disabled Total Total
July 3,613 2,133 -130 388 6,004 2,255
August 4,058 2,213 58 243 6,572 3,310
September 2,353 1,348 -121 94 3,674 2,640
October 2713 1376 -112 70 4,047 3,078
November 2,495 1,451 -16 116 4,046 3,802
Total FY 2021 15,232 8,521 -321 911 24,343 15,085
Grand Total 267,508 81,899 33,387 82,121 464,915 197,210

Figure 6 shows monthly Medicaid enrollment over the past two years. The Medicaid Program has seen a
large spike in enrollment over the past six months as a result of suspending disenroliment. The
overwhelming majority of the monthly increases are associated with the maintenance-of-effort
requirement for receiving the COVID-19-related 6.2% enhanced FMAP rate. The requirement does not
allow the State to disenroll anyone while the federal Public Health Emergency is in effect. The
requirement has currently been extended through January 21, 2021, but it is anticipated that there will be
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an additional extension of at least three months. It is estimated that enrollment growth of 7,300 per
month will continue through the end of the Public Health Emergency.

Figure 6

Medicaid Enrollment Two-Year Actual
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Revenues and Expenditures

Figure 7 shows actual Medicaid expenditures for FY 2018 through FY 2020 and projected expenditures
for FY 2021 and FY 2022. The four largest categories that drive Medicaid costs are hospitals (inpatient
and outpatient treatment), nursing homes, pharmaceuticals, and physician costs.

Figure 7
State Medicaid Expenditures — All State Funds
(Dollars in Millions)

State FMAP Adjusted
Expenditures Cost State Total
FY 2018 Actual $ 1,6985 $ -66.6 $ 1,631.9
FY 2019 Actual 1,775.9 -58.9 1,716.9
FY 2020 Actual 1,907.6 -187.8 1,719.8
FY 2021 Estimated 2,029.7 -320.5 1,709.2
FY 2022 Estimated 1,941.0 -19.5 1,921.6

Note: Estimated expenditures reflect the estimate of the Medicaid
forecasting group for FY 2021 and FY 2022. The FY 2020 and FY 2021
FMAP includes the 6.2% enhanced FMAP rate due to COVID-19.

As Figure 7 illustrates, Medicaid expenditures fluctuated significantly from FY 2018 to estimated
FY 2022. One of the driving factors of this fluctuation was the change in the regular FMAP rate, which is
the federal/state funding formula for Medicaid and is based on a rolling three-year average of per capita
income. Over the five-year time period shown, the FMAP rate has shifted back in the State’s favor by
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5.76%, saving the State an estimated $230.5 million. In addition to the FMAP change, a number of other
factors have contributed to significant changes in Medicaid expenditures, including:

e Beginning April1, 2016, the majority of the lowa Medicaid Program was shifted under the
management of three MCOs. The move to managed care was estimated to save the State in excess
of $100.0 million through the first contract period, which ran through FY 2017. From FY 2018 through
FY 2021, there has been $240.2 million in capitation rate increases for the MCOs. MCO capitation
rates have not yet been negotiated for FY 2022.

e There has been significant shifting of payments from one fiscal year to another over the past several
years due to the State not being able to process payments within the fiscal year. This has led to
significant carryforward and expenditures being depressed in one year and inflated in the next year.

e Over the past five years, the General Assembly has enacted a number of rate increases for providers,
including increases for nursing facilities, home health care providers, and HCBS waiver providers.
The General Assembly has also provided funds to reduce the waiting lists for HCBS and for children’s
and adult mental health services.

e Due to the maintenance-of-effort requirement that does not allow the State to disenroll anyone while
the federal Public Health Emergency is in effect, approximately 110,000 individuals will be enrolled in
the Program between March 2020 and June 2021 who would normally have been disenrolled from
the Program. This is driving significant increases in expenditures, but those expenditures are being
offset by $422.8 million in revenues the State will receive as part of the 6.2% enhanced FMAP rate.

FY 2022 FMAP Rate

The federal Bureau of Economic Analysis released final state personal income per capita data for 2019
on September 24, 2020. This allows states to calculate the final federal fiscal year (FFY) 2022 FMAP
rates. The FFY 2022 FMAP rates are based on per capita personal incomes for calendar years 2017
through 2019. These rates are calculated on an FFY basis, but the numbers in this article have been
blended to reflect State Fiscal Year (SFY) 2022 unless otherwise noted. lowa’s FFY 2022 FMAP rate
increased by 0.39%, but due to the difference between federal and state fiscal years, the federal share of
lowa’s SFY 2022 FMAP increased by 0.41% to 62.04% (Figure 8). This means for every dollar spent on
the Medicaid Program, the federal government pays $0.6204 and lowa pays $0.3796.

Fiscal Impact. The 0.43% change in the FMAP rate means that the State will be responsible for
approximately $19.5 million less in Medicaid expenditures in SFY 2022 compared to SFY 2021.

Figure 8
Five-Year State Regular Medicaid FMAP
State
Fiscal Federal State Federal %
Year Share Share Change

FY 2018 58.05% 41.95% 1.77%
FY 2019 59.57% 40.43% 1.52%
FY 2020 60.88% 39.12% 1.31%
FY 2021 61.61% 38.39% 0.73%
FY 2022 62.04% 37.96% 0.43%

LSA Staff Contact: Jess R. Benson (515.281.4611) jess.benson@legis.iowa.gov
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